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EXPOSURE DRAFT 
PROPOSED STATEMENT ON 
AUDITING STANDARDS 
REPORTS ON THE APPLICATION 
OF ACCOUNTING PRINCIPLES 
DECEMBER 6, 1985 
Prepared by the AICPA Auditing Standards Board 
For comment from persons interested in auditing and reporting 
Comments should be received by March 14, 1986, and addressed to 
AICPA Auditing Standards Division, File 2715 
1211 Avenue of the Americas, New York, N.Y. 10036-8775 
G 0 0 3 1 5 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200 
December 6, 1985 
Accompanying this letter is an exposure draft of a proposed Statement on Auditing Standards titled 
Reports on the Application of Accounting Principles. A summary of the proposed SAS also accompa-
nies this letter. 
Management, accountants, and others often consult with professionals, including other accountants, 
on the application of accounting principles to new or complex transactions and financial products. 
The Auditing Standards Board believes that practitioners may be assisted by guidance in providing 
this service to management and others. The proposed Statement discusses standards to be applied 
when performing these services. 
Practitioners have questioned whether Ethics Rule Interpretation 201-3, "Shopping for Accounting 
or Auditing Standards," is applicable to services provided by an accountant in connection with 
reports on the application of accounting principles. The Professional Ethics Executive Committee of 
the AICPA has concluded that the interpretation is applicable to these types of services. Therefore, 
the interpretation requires the reporting accountant to consult with the entity's continuing account-
ant in order to ascertain all of the available facts that are relevant to forming a professional judg-
ment on the appropriate application of accounting principles to a specific transaction when the 
entity requests such a professional judgment. 
Comments or suggestions on any aspect of this exposure draft will be appreciated. The Auditing 
Standards Board's consideration of responses will be helped if the comments refer to specific para-
graphs and include supporting reasons for each suggestion or comment. Commentators are specifi-
cally requested to give particular attention to the applicability of certain oral reports, as described in 
paragraph 2 and the related footnote. 
In developing guidance, the Auditing Standards Board considers the relationship between the cost 
imposed and the benefits reasonably expected to be derived from the services provided. It also con-
siders the differences that the accountant may encounter in performing services for small busi-
nesses and, when appropriate, makes special provisions to meet those needs. Thus, the board would 
particularly appreciate comments on these matters. 
Responses should be sent to the Auditing Standards Division of the AICPA, File 2715, in time to be 
received by March 14, 1986. The Auditing Standards Board determined that the normal ninety-day 
comment period should be sufficient for this exposure draft because the draft is very short and no 
new performance standards beyond current due care and consultation are being proposed. For 
convenience in responding, a postpaid mailer is attached to this exposure draft. Written comments 
on the exposure draft will become part of the public record of the Auditing Standards Division and 
will be available for public inspection at the offices of the AICPA after April 13, 1986, for one year. 
Sincerely, 
David L. Landsittel 
Chairman 
Auditing Standards Board 
Dan M. Guy 
Vice President, Auditing 
AICPA 
SUMMARY 
Management, accountants, and others often consult with professionals, including other accountants, on 
the application of accounting principles to new transactions and financial products. This proposed state-
ment provides guidance to accountants who provide this service and establishes performance and 
reporting standards that — 
• Apply (1) to written reports on the application of accounting principles and (2) to oral reports on a 
specific transaction when the reporting accountant concludes that the report is intended to be used by 
the principal to the transaction as primary support for a decision on the application of accounting prin-
ciples. 
• Require consultation with a principal's continuing accountant when evaluating those accounting prin-
ciples at the request of a principal that relate to a specific transaction. 
This proposed statement also provides guidance on the form and content of reports on the application of 
accounting principles. 
This exposure draft has been sent to — 
• Practice offices of CPA firms. 
• Members of AICPA Council and technical committees. 
• State society and chapter presidents, directors, and 
committee chairmen. 
• Organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities. 
• Persons who have requested copies. 
PROPOSED STATEMENT ON AUDITING STANDARDS 
REPORTS ON THE APPLICATION OF 
ACCOUNTING PRINCIPLES 
INTRODUCTION 
1. Accounting principles evolve 
in response to changing economic 
conditions and to new transactions 
and financial products.1 Consensus 
frequently does not exist about how 
accoun t ing pr inc ip les should be 
applied to those transactions and 
produc ts . Managemen t , account-
ants, and intermediaries often con-
sult with professionals, including 
other accountants, on the application 
of accounting pr inciples to those 
t r ansac t ions and p r o d u c t s or to 
increase their knowledge of specific 
financial-reporting issues.2 Such con-
sultations are often useful because 
they may provide information and 
insights not otherwise available. 
APPLICABILITY 
2. This statement provides guid-
ance that an accountant ("reporting 
accountant") should apply — 
a. When preparing a written report 
to principals or intermediaries or 
b o t h on t h e a p p l i c a t i o n of 
accounting principles to specified 
transactions, either completed or 
proposed ("specific transactions"). 
b. When a reporting accountant is 
requested, either in connection 
w i t h a p r o p o s a l to o b t a i n a 
new client or otherwise, to de-
termine the type of opinion that 
may be rendered on an entity's 
financial s t a t emen t s ("specific 
transactions"). 
1
 Accounting principles include generally 
accepted accounting principles (GAAP) and 
other comprehensive bases of accounting. 
See SAS No. 14, Special Reports, paragraph 
4 (AICPA, Professional Standards, vol. 1, 
AU sec. 621) for a description of other com-
prehensive bases of accounting. 
2
 "Intermediaries" refers to those parties who 
may advise one or more principals to a trans-
action and may include, but are not limited 
to, attorneys and investment, merchant, and 
commercial bankers. 
c. When preparing a written report 
to principals or intermediaries or 
both on other events or circum-
stances not involving a specific 
transaction ("hypothetical trans-
action"). 
This statement also applies to those 
oral reports on the application of 
accounting principles to a specific 
t r a n s a c t i o n w h e n t h e r e p o r t i n g 
accountant concludes that the report 
is intended to be used by a principal 
to the transaction as primary support 
for a decision on the application of 
accounting principles.3 
3. This statement does not apply 
to an a c c o u n t a n t ( " c o n t i n u i n g 
accountant") who has been engaged 
to report on financial statements, nor 
does it apply to engagemen t s to 
either assist in litigation involving 
accounting matters or provide expert 
testimony in connection with such 
litigation. This statement also does 
not apply to reports described in 
Statements on Auditing Standards 
No. 35, Special Reports — Applying 
Agreed-upon Procedures to Specified 
Elements, Accounts, or Items of a 
Financial Statement (AICPA, Profes-
sional Standards, vol. I, AU sec. 
622), nor does it apply to professional 
advice given to another accountant in 
public practice. 
4. This statement also does not 
apply to communicat ions such as 
pos i t ion p a p e r s p r e p a r e d by an 
accountant for the purpose of pre-
senting views on an issue involving 
the application of accounting princi-
ples. Position papers include news-
letters, articles, speeches and texts 
3
 Informal oral expressions of views about the 
application of accounting principles made in 
informal conversations frequently are not 
based on facts and circumstances of a specific 
principal and are solicited for reasons other 
than to assist in reaching a judgment about 
the appropriate application of accounting 
principles. This statement docs not apply to 
those expressions of views. 
thereof, lectures and other forms of 
public presentations, "white papers," 
and letters for the public record to 
p r o f e s s i o n a l and g o v e r n m e n t a l 
standard-setting bodies. However, if 
communica t ions of the type dis-
cussed in this paragraph are intended 
to provide guidance on the applica-
tion of accounting principles to a spe-
cific transaction, the provisions of 
this statement should be followed. 
PERFORMANCE STANDARDS 
5. T h e r e p o r t i n g a c c o u n t a n t 
should exercise due professional care 
in performing the engagement and 
should have adequate technical train-
ing and proficiency to report on the 
application of accounting principles 
to the specific facts, circumstances, 
and assumptions of the transaction. 
The reporting accountant should also 
plan the engagement adequately, 
supervise the work of assistants, if 
any, and accumulate sufficient infor-
mation to provide a reasonable basis 
for the professional judgment de-
scribed in the report. Before report-
ing on the application of accounting 
principles, the reporting accountant 
should consider who is the requester 
of the repor t , the c i rcumstances 
under which the request is made, the 
pu rpose of the r eques t , and the 
requester 's use of the report. For 
e x a m p l e , an i n t e r m e d i a r y may 
request a report on a newly devel-
oped financial product to assist in 
present ing the product to several 
principals (hypothetical transaction); 
in another example, a principal may 
request a report on a complex trans-
action when the appropriate applica-
tion of accounting principles is a 
matter of dispute between the princi-
pal and its continuing accountant 
(specific transaction). 
6. To aid in reaching a conclusion 
on the appropr ia te application of 
accounting principles, the reporting 
accountant should perform the fol-
5 
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lowing p r o c e d u r e s : (a) obtain an 
understanding of the form and sub-
stance of the transaction(s); (b) review 
applicable GAAP (see SAS No. 5, The 
Meaning of "Present Fairly in Con-
formity with Generally Accepted 
Accounting Principles" in the Inde-
pendent Auditor's Report or AICPA, 
Professional Standards, vol. 1, AU 
sec. 411); (c) if appropriate, consult 
with other professionals or experts; 
and (d) if a p p r o p r i a t e , p e r f o r m 
resea rch or o t h e r p r o c e d u r e s to 
ascertain and consider the existence 
of creditable precedents or analogies. 
7. When evaluating accounting 
principles at the request of a princi-
pal that relate to a specific transac-
tion, the reporting accountant should 
consult with the continuing account-
ant of the principal to ascertain all the 
available facts relevant to forming a 
professional judgment on the appro-
priate application of accounting prin-
ciples.4 The continuing accountant 
may provide information not other-
wise ava i l ab le to t h e r e p o r t i n g 
accountant regarding, for example, 
the following: the form and substance 
of the transaction; how management 
has applied accounting principles to 
4
 See Ethics Rule Interpretation 201-3 for dis-
cussion of the responsibilities of the report-
ing accountant to consult with the continuing 
accountant. The responsibilities of a princi-
pal's continuing accountant to respond to 
inquiries by the reporting accountant are 
analogous to the responsibilities of a prede-
cessor auditor to respond to inquiries by a 
successor auditor. See SAS No. 7 Communi-
cations Between Predecessor and Successor 
Auditors, paragraph 7. (AICPA, Professional 
Standards, vol. 1, AU sec. 315). 
similar t ransact ions; w h e t h e r the 
method of accounting recommended 
by the continuing accountant is dis-
puted by management; or whether 
t h e c o n t i n u i n g a c c o u n t a n t h a s 
reached a different conclusion on the 
application of accounting principles. 
REPORTING STANDARDS 
8. T h e a c c o u n t a n t ' s w r i t t e n 
report on the application of account-
ing principles for a specific or hypo-
t h e t i c a l t r a n s a c t i o n s h o u l d b e 
addressed to the intermediary or the 
principal to the transaction or both 
and should ordinarily include the fol-
lowing:5 
a. A brief description of the nature of 
the engagement and a statement 
that the engagement was per-
formed in accordance with appli-
cable AICPA standards 
b. A description of the transaction(s) 
and a statement of the relevant 
facts, circumstances, and assump-
tions. Principals to specific trans-
actions should be identified, and 
hypothetical transactions should 
be described as involving nonspe-
cific p r inc ipa l s (for e x a m p l e , 
Company A, Company B). 
c. A statement describing the appro-
priate accounting principles to be 
applied to the transaction(s) 
d. A statement that the responsibil-
ity for the p r o p e r account ing 
treatment rests with the prepar-
ers of the financial statements, 
5
 Although the reporting standards in this 
statement apply only to written reports, 
accountants may also find this guidance use-
ful in presenting oral reports. 
who should consult with their 
continuing accountants 
e. A statement that any change in 
t h e fac ts , c i r c u m s t a n c e s , or 
a s s u m p t i o n s p r e s e n t e d m a y 
change the report on the applica-
tion of accounting principles 
9. The following is an illustration 
of sections of the report described in 
paragraph 8. 
Introduction 
We have been engaged to report on the 
appropriate accounting treatment 
under generally accepted accounting 
principles for the hypothetical (spe-
cific) transaction described below. This 
report is being issued to ABC Invest-
ment Banking Company and XYZ 
Company for assistance in evaluating 
accounting principles for the described 
hypothetical (specific) transaction. Our 
engagement has been conducted in 
accordance with standards established 
by the American Institute of Certified 
Public Accountants. 
Description of Transaction 
Appropriate Accounting Treatment 
Concluding Comments 
The ultimate responsibility for the 
decision on the proper accounting 
treatment for an actual transaction 
rests with the preparers of financial 
statements, who should consult with 
their continuing accountants. Our 
judgment on the proper accounting 
treatment for the described hypotheti-
cal (specific) transaction is based solely 
on the facts provided to us as described 
above; should these facts and circum-
stances change, our report may 
change. 
